
aarket shares of all the participants in a particular market. As

a preliminary mechani••, HHI generally categorizes markets into

three levels of concentration:

Unconcentrated -- lUll below 1000
Moderately Concentrated -- lUll between 1000 and 1800
Highly Concentrated -- HHI above 1800

TOG argues that LEC pricing flexibility should be triggered

when the HHI index for a given ..rket falls below 1800. 3

TCG's reference to the Department of Justice's Merger

Guidelines ("Guidelines") suggests a fundamental misunderstanding

of the Guidelines' approach to the measurement of market power.

Nowhere do the Guidelines support TCG's bald conclusion that "[a]

highly concentrated market is viewed as giving its participants

the ability to raise prices without custoaers having the ability

to shift to a competitive provider."' Rather, the Guidelines

use the HHI merely "as an aid to the interpretation of market

data. "5 Upon completion of the HHI, the Guidelines require the

use of other critical steps, inclUding the assessment of entry

conditions, competitive effects, and efficiencies. 6 Only after

consideration of all relevant market conditions do the Guidelines

attempt to draw any conclusion about the ability of parties to

3trCG at 17-18.

'lsi.. at 18.

5Guidelines at § 1.5.

6lsi.. at §S 2-5.
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exercise market power. The KHI viewed in isolation as TOG

propo..s is relatively ..aninql•••• 1

TOG's aisunder.tandinq of the Guidelines is clear from its

approach to market definition. TOG asserts that "the relevant

market for assessing the degree of competition should be the

total regulated market currently served by the LECs, which would

include access services, local services, intraLATA toll, and

associated (tied) services (such as directory assistance,

directory publishing.)."s The proposal for a super-aggregated

market definition obviously does not derive from the application

of the supply and demand elasticity considerations that the

Guidelines (and all other reasoned approaches to market

definition) consider imperative.' The Guidelines define a

product market as:

a product or qroup of products .uch that a hypothetical
profit-maximizing firm that was the only present and

1It i. interesting to consider how the application of TCG's
mi.guided use of the KHI would have affected the co..ission's
regulation of the interexchange market. For example, according
to the Co_iasion' s Report, IDng Distance Market Shares: Fourth
Quarter 1993, reI. Apr. 15, 1994, at 12, AT&T currently has a
market .hare of 60 percent of the interstate toll market, MCI 16
percent, and Sprint 10 percent. The KHI for this market is over
4016! Thus, using TCG's proposal, AT&T's market share would need
to be cut by more than half -- to less than 30 percent -- before
TCG would grant ADY pricing flexibility to AT&T!

~CG at 22-23. See Also AT&T at 16-18.

'Guidelines at is 1.0-1.3. This issue i. further discussed
by Schmal.nsee and Taylor in their attachaent to the USTA Reply
Comments. They note that "market power can only be as.essed in
the context of an economic market: the ability of a multi-product
fira to raise the price of shoes cannot affect its ability to
raise the price of potato chips." USTA Reply at Attachment
MArket Analysis And Pricing Flexibility for Interstate Access
Services, by Richard Schmalensee and William Taylor, at 3
("Schmalensee/Taylor Attachment").
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future seller of tho.. products • • • likely would
iapoae at least a "...11 but significant and non
transitory" increase in price. 10

The fact that U S WEST, as a mUlti-product firm, offers both

local exchange and interstate access services says nothing about

U S WEST's ability to sustain a supracompetitive price (~, our

market power) in the interstate access market. Nor does our

offering of local exchange services say anything about our

ability to sustain below cost pricing of interstate access

services through cross-subsidization. Such cross-subsidization

concerns can be addressed by removing interstate access services

offered in competitive wire centers from price cap regulation and

removing the ability to increase rates for other services through

the elimination of the sharing and lower-end adjustment

mechanism.

TOG further deviates from the Guidelines by suggesting the

co..ission ignore the potential competition confronting the

LECS. 11 This proposal is completely at odds with the

Guidelines' express inclusion of both co..itted and unco..itted

entrants as crucial factors in the market power analysis. 12

Indeed, the Guideline. require the inclusion of uncommitted

entrants in the defined market in order to arrive at an accurate

HHI. 13

10Guidelines at § 1.11.

11TCG at 20.

12Guidelines at II 1.32 and 3.0.

13I4.... at I 1. 32.
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Finally, TOG purports that -c~titor net revenues are the

appropriate measure of cc.petitor aarket share- for the

ca.ai.sion's purposes.'4 The Guideline., on the other hand,

show that relative capacity is the most appropriate unit of

measure for access services.'5

B. Time warner

Time Warner's sugge.tion that LlC comPetition is "years, if

not decades" off ignores market realities.'6 As U S WEST

pointed out in its Comments, the sophisticated purchasers of

access will readily accept alternatives, while less sophisticated

consumers are accustomed to selecting among telecommunications

providers, given their experience with long distance

companies.'7 Further, the pace of technological change is

quicker now than ever before, and developing co.petition will

flourish more rapidly than with CPE and long distance.'s

Time Warner also proposes, with no legal I " economic, or

regulatory precedent, that markets are not competitive unless

challengers offer "equivalent services" and then "with the same

degree of ubiquity" as incumbent LECs.'9 Time Warner fails to

recognize that substitutability is a matter of degree. Moreover,

'4trCG at 23. See also Time Warner at 13 n.21.

'5Guidelines at § 1.41.

'''rime Warner at 12.

'7U S WEST at APPendix 1 at 15-16.

'SlsL. at 12-14.

'9trime Warner at 13-15.
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it is not the proper role of regulation to subsidize new aarket

entrants until their offerinqs are so..how "equal" to LEC.'.

Ti.. Warner'. approach runs counter both to accepted economic

principles and to e.tablished antitrust law.

C.

On a positive note, MFS acknowledges that "it is prudent to

begin planning for a transition to competition."~ This

position is consistent with MFS' belief that "[l]ocal exchange

competition is virtually certain to increase in the future. 21

However, MFS' statement that it would be "unrealistic to

declare a market 'competitive' before BQ§t customers have the

ability to purchase competitive services" overstates the nature

of supply substitution. 22 MFS misconstrues the effects of

supply Substitution on market power. The alternative source of

supply need not be available to a2at customers to have a

substantial impact on an incumbent's market power. Instead, the

alternative source of supply need be available only to a

sufficient number of customers (or a sufficient amount of demand

from a more limited number of customers) so that if the incumbent

prices in an anticompetitive manner the shift in demand to

ZOm's at 37.

2'_ In the ..tter Af 1;I1e AppliCAt.ion Af illS Intelenet of
waabingtAn, Inc •• for 10 Order Autbgriling the Registrat.iAn of
Applicant. as a Ta1ecAWMuniClt.iADI CgwpaDl, filed with the
Washington utilities and Transportation co..ission on May 13,
1994, Docket UT-940670, at Exhibit C (e.phasis added).

~MFS at 45 (emphasis added).
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ca-petitive suppliers will be sufficient to defeat the

anticompetitive increase.

The commission has previously adopted the notion that the

effects of supply substitution for a .inority of the deaand in a

market can substantially reduce the market power of an incumbent.

For example, the Commission considered the ability of competitors

to absorb only 15 percent of AT&T's business day traffic to be

sufficient to defeat anticompetitive behavior. B

D. The co.-i.sion Should ImpleBent a Transition
.echanin How

The Commission faces two threshold questions in this

proceeding with reqard to access reforJI -- "Will competition in

specific interstate access markets be sufficient during the life

of the next price cap plan to warrant the implementation of a

transition mechanism now?" and, if so, "What trigger mechanism

should the commission use to determine Whether a local exchange

carrier retains market power within a specific interstate access

market?"

U S WEST believes the answer to the first question is a

resounding yes, as demonstrated in both U S WEST's and USTA's

Co..ents in this proceeding. Given the rapid change in the

interstate access markets, it is essential that the Commission

rejects proposals to delay the implementation of a transition

mechanism in the Price Cap Plan. As Professor Harris of the

University of California at Berkeley notes:

B~ U S WEST at Appendix 1 n.5.

7



By adopting a policy fra..work that will facilitate and
acco_oct.te cbal\9inq technological, coapetitive and
..rket conditionll, the Coaaission will be sendinq
valuable signals to the investors, competitors and
au.tOller.. In area. where LECs already face
coapetition, LECs can request to change their
classification i.-ediately and be able to re.pond to
coapetition. In addition, by e.tablishing these .elf
adaptive mechanis.. now, the ca.aission will reduce the
deqr_ of uncertainty and risk concerninq the effect.
of increased future co~tition, givinq competitors,
potential entrant. and custoaers the information they
need to make long-tera business deci.ions, such as
lonq-lived capital investaents and long-term supply
contracts. Adoption of transition ..chani••s can also
help "fulfill the future." By adopting effective
transition aechanisms now, the ca.ai••ion would provide
assurance that, as co.petition develops, LECs will be
allowed increasing flexibility to respond and compete
fairly. 24

"What trigger mechanism should the co..ission use to deteraine

whether a local exchange carrier retains aarket power within a

specific interstate access market?" U S WEST believes the answer

to this question is addressability.

As discussed above, the Coaaission should reject proposals

to base triggers on market shares in broad geographic areas, or

on a combination of adjacent markets. Instead, the Commission

should adopt a trigger mechanism that is: specific to the

interstate access market; forward-looking; an accepted measure of

the local exchange carrier's market power within the interstate

access market; and is measurable through data readily obtainable

by the Commission. U S WEST believes the only trigger mechanism

that .eets these criteria is addressability.

~eply Comments of USTA filed simUltaneously herewith
("USTA Reply") at Attachllent, Reply Report on LEC Price CAP
Beforas: United State. Telephone Association, by Professor
Robert G. Harris, University of California, Berkeley, and Law ,
Economics ConSUlting Group, Inc., June 24, 1994 ("Harris
Report"), at 4-5.

8



The advantages of addressability are further discussed in

the USTA Reply in this proceeding,25 as well as in the U S WEST

Co...nts.~ Further elaboration on the concept of addressability

as a trigger mechanism is provided in attachments to the USTA

Reply Co...nts. 27

Z5uSTA Reply at 36-40.

~ S WEST at 83-85.

27Schaalensee/Taylor Attachment at 16-22; Harris Report at
3-5.
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FCC Report 43-06 Submission 1
ARMIS SEMIANNUAL SERVICE QUALITY REPORT Table I

Company: U S WEST Communications Page 1 of 1
Report Date: 3/31/94
Report Period: July - December 1993

ARIZONA IOWA
Res. Bus. Res. Bus.

No. of Resp. 1142 1125 No. of Resp. 1120 1105
% satisfied 91% 89% % Satisfied 93% 89%

COLORADO MINNESOTA
Res. Bus. Res. Bus.

No. of Resp. 1176 1122 No. of Resp. 1145 1128
% Satisfied 89% 83% % Satisfied 93% 91%

IDAHO NEBRASKA
Res. Bus. Res. Bus.

No. of Resp. 1125 1127 No. of Resp. 1134 1130
% Satisfied 94% 91% % Satisfied 92% 91%

MONTANA NORTH DAKOTA
Res. Bus. Res. Bus.

No. of Resp. 1126 1123 No. of Resp. 1129 1131
% Satisfied 93% 87% % Satisfied 95% 92%

NEW MEXICO SOUTH DAKOTA
Res. Bus. Res. Bus.

No. of Resp. 1139 1125 No. of Resp. 1118 1128
0/0 Satisfied 90% 91% % Satisfied 94% 92%

UTAH 0fEG0N
Res. Bus. Res. Bus.

No. of Resp. 1131 1128 No. of Resp. 1129 1124
% satisfied 92% 89% % Satisfied 92% 90%

WY~ WASHINGTON
Res. Bus. Res. Bus.

No. of Resp. 1123 1131 No. of Resp. 1141 1144
% Satisfied 92% 88% % Satisfied 92% 90%
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I, Italseau Powe, Jr., do hereby certify that on this 29th

day of June, 1994, I have caused a copy of the foregoing IBPLY

~8 O~ U 8 "8~ COMKUBICA~IO.8, I.e. to be served via first

class United states Mail, postage prepaid, upon the persons

listed on the attached service list.

*Via HaDd-Delivery
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*Jaaes H. Quello
Federal Ca.aunications co..ission
Roo. 802
1919 II street, N.W.
Washington, DC 20554

*Reed E. Hundt
Federal Ca.aunications Commission
Roo. 814
1919 II street, N.W.
Washington, DC 20554

*Andrew c. Barrett
Federal Cam.unications Comaission
ROOII 826
1919 II street, N.W.
Washington, DC 20554

*Suaan P. Neas
Federal Ca.aunications co..ission
Rooa 832
1919 II street, N.W.
Washington, DC 20554

*Rachelle B. Chonq
Federal Ca.aunications Commission
ROOII 844
1919 II street, N.W.
Washinqton, DC 20554

*A. Richard lIetzqer, Jr.
Federal co..unicationa commission
Roo. 500
1919 II street, N.W.
Washington, DC 20554

*Tariff Division
Federal Co..unicationa Commission
RooII 518
1919 II street, N.W.
W.shinqton, DC 20554
(2 copies)

*Joanne Wall
Federal Ca.aunications co..ission
Rooa 518
1919 II street, N.W.
Washington, DC 20554

*Wilbur Thomas
Federal Comaunicationa Comaission
Roo. 246
1919 II street, N.W.
washington, DC 20554

*Adrianne Brent
Federal Co..unications Commission
RooJI 100
1250 23rd street, N.W.
Washington, DC 20554



*David A. Mall
Federal co..unications co..ission
Roo. 518
1919 M street, M.W.
Washington, DC 20554

Lisa M. Zaina
OPASTCO
suite 700
21 Dupont circle, N.W.
washington, DC 20036

Jaaes S. Blaszak
Francis E. Fletcher, Jr.
Susan H.R. Jone.
Gardner, carton & Douglas
suite 900-East Tower
1301 K Street, N.W.
Washington, DC 20005

AD HOC David Cosson
National Telephone cooperative

Association
2626 Pennsylvania Avenue, N.W.
Washington, DC 20037

Mary McDeraott
United state. Telephone Association
suite 600
1401 H Street, N.W.
Washington, DC 20005

R. Michael Senkowski TC
Jeffrey S. Linder
Ilene T. Weinreich
Wiley, Rein & Fielding
1776 K Street, N.W.
Washington, DC 20006

Henry M. Rivera CCSSO/NASSP
Ginsburg, Feldman and Bress,

Chartered
1250 Connecticut Avenue, N.W.
Washington, DC 20036

Robert A. Mazer LT&TC
Nixon, Hartgrove, Devans & Doyle
suite 800
One Thomas Circle, N.W.
Washington, DC 20005

J. ManninC) r.e
Teleport Ca.aunications Group, Inc.
One Teleport Drive
staten Island, NY 10311

Richard Riccoboni
Eagle Telephonics, Inc.
132 Wilbur Place
Bohemia, NY 11716

MOLT



EIlily C. Hewitt
Vincent L. Crivella
Michael J. Ettner
Tenley A. Carp
General Services Administration
Roo. 4002
18th' F streets, N.W.
Washington, DC 20405

James Gattuso
Beverly McKittrick
citizens for a Sound Econo.y

Foundation
1250 H Street, N.W.
Washington, DC 20005

Alan J. Gardner
Jeffrey Sinabeimer
California Cable Television

Association
4341 Piedmont Avenue
Oakland, CA 94611

Frank W. Lloyd CCTA
Keei. Boney
Mintz, Levin, Cohn, Ferris,

Glovsky II Popeo
suite 900
701 Pennsylvania Avenue, N.W.
Washington, DC 20004

Dr. Jero.. R. Ellig
Center for Market Processes
suite 208
4084 University Drive
Fairfax, VA 22030

Danny E. Ad...
Jeffrey s. Linder
wiley, Rein' Fielding
1776 K Street, N.W.
washington, DC 20006

Genevieve Morelli
Co~titive Telecommunications

Association
suite 220
1140 Connecticut Avenue, N.W.
Washington, DC 20002

CTA

Terry L. Murray
Murray and Associates
suite 4225
101 California Street
San Francisco, CA 94111

Brian R. Moir
Moir , Harcillan
Suite 512
2000 L street, N.W.
Washington, DC 20036

Jos.ph W. Miller
John Ga_ie
Blaine Gilles
WilTel, Inc.
P.O. Box 21348
Tulsa, OK 74121

CCTA

lCA



Peter A. Rohrbach
Linda L. Oliver

Hogan , Harston
555 13th street, N.W.
Wa.hington, DC 20004-1109

Paul B. Jones
Jani. A. stahlhut
Ti.. Warner ca..unications
300 First Staatord Place
Sta.ford, CT 06902-6732

WILTEL Robert McKenna
GTE Service corporation
HQE03J36
P.O. Box 152092
Irving, TX 75015-2092

M. Robert Sutherland
Richard M. Sbaratta
BellSouth Teleco..unications, Inc.
4300 Southern Bell Center
675 We.t Peachtree street, N.E.
Atlanta, GA 30375

David R. Poe TWC
Cherie R. Kiser
LeBoeuf, LaJab, Greene , MacRae
1875 Connecticut Avenue, N.W.
Washinqton, DC 20009-5728

Susan M. Bladwin
Patricia D. Kravtin
Bconoaic. and Technology, Inc.
One wa.hington Mall
Boston, MA 02108

Gail L. Polivy
GTE Service corporation
suite 1200
1850 II street, N.W.
Washinqton, DC 20036

J .... H. Barker
Gary M. Epstein
Latha. , Watkins
suite 1300
1001 pennsylvania Avenue, N.W.
Washinqton, DC 20004-2505

Lawrence P. Keller USTA
Cathey, Hutton' Associates, Inc.
suite 286
3300 Holcomb Bridge Road
Norcross, GA 30092

Anne U. MacClintock
Southern New England Telephone

Coapany
227 Church street
New Haven, CT 06510-1806



Leon M. Ke.tenbaum
H. Richard Juhnke
Jay C. Keithley
Morina T. Moy
Sprint Co..unications Company, Inc.
Suite 1100
1850 M Street, N.W.
Washington, DC 20036

W. Richard Morris
Sprint corporation
P.O. Box 11315
Kansas City, MO 64112

Robert M. LYnch
Richard C. Hartgrove
Tho.._ A. Pajda
Southwestern Bell Telephone Company
One Bell Center
Roo. 3520
St. Louis, MO 63101

Edward R. Wholl
Cuapbell L. Ayling
Edward E. Niehoff
NYNEX Telephone Companies
120 Bloomingdale Road
White Plains, NY 10605

David C. Bergaann
Yvonne T. Ranft
Office of the Consumers' Counsel

State of Ohio
15th Floor
77 South High Street
Columbus, OH 43266-0550

J .... P. Tuthill
John W. Bogy
Pacific/Nevada Bell
Rooa 1530-1.
140 New Montgomery street
San Francisco, CA 94105

J ..._ L. Wurtz
Pacific/Nevada Bell
1275 Pennsylvania Avenue, N.W.
Washington, DC 20004

Michael J. Shortley, III
Rochester Telephone Corporation
180 South Clinton Avenue
Rochester, NY 14646

Elizabeth Dickerson
MCI Teleco..unications corporation
1801 pennsylvania Avenue, N.W.
Washington, DC 20006

Philip F. McClelland
Irwin A. Popowsky
Pennsylvania Office of Consumer

Advocate
1425 StraWberry Square
Harrisburg, PA 17120



Andrew D. Lip1l&n
Rus.ell M. Blau
Jonathan E. Canis
Swidler , Berlin, Chartered
Suite 300
3000 K street, H.W.
Washington, DC 20007

MFS

IooFI

Charle. A. Zielinski
RocJera , Wells
607 14th Street, H.W.
Washington, DC 20005

CCIA

Margot S.iley RWlphrey NRTA
Koteen , Haftalin
Suite 1000
1150 Connecticut Avenue, H.W.
Washington, DC 20036

Tha.as E. Taylor
Chri.topher J. Wilson
Frost , Jacobs
2500 PHC Center
201 East Fifth Street
Cincinnati, OR 45202

CBTC

Michael E. Glover
Edward D. Shakin
Karen Zacharia
Bell Atlantic Telephone companies
8th Floor
1710 H Street, H.W.
washington, DC 20006

Carol C. Henderson
Aaerican Library Association
110 Maryland Avenue, H.E.
Washington, DC 20002-5675

Allan J. Arlow
Co~ter , Cam-unications

Industry Association
666 11th Street, N.W.
Washington, DC 20001

Pacific Telesis Group-Washington
suite 400
1275 Pennsylvania Avenue, N.W.
Washington, DC 20004


